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Abstract
We investigated the changes in behaviors of firms in emerging markets in response to the U.S. economic
recession and the impact of those changes in strategic behaviors on subsequent periods’ operating
performances. Specifically, we adopted an event-study methodology, using a sample of emerging market
firms, to investigate the nature of the effects of the U.S. economic recession on firms in emerging markets.
Based on 5,887 firms in nine emerging countries, our results show that firms in emerging markets exhibit
changes in strategy variables, and those changes have a significant effect on the subsequent periods’ operating
performance. In addition, we found that the impact of changes in strategy variables on the subsequent
periods’ operating performance is stronger among more resource-unconstrained firms than among more
resource-constrained firms. We ascribe this latter finding to the lack of slack resources that are necessary to
make changes in strategy variables during the aftermath of the global economic recession for more resourceconstrained firms.
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Introduction
A firm’s strategy is best understood by examining the behaviors and actions of the firm’s operating in the
broader environmental context in which the firm is embedded. Both external and internal environments are
analyzed in making resource allocation decisions, where deployed resources include money, time, people,
technological knowledge, and social capital. According to Dess et al. (2019), the basis of strategy formulation
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is that “one of the primary attributes of strategic management is directing the organizational behaviors and
actions in response to external forces” (p. 7). For instance, economic recessions coerce firms to change their
strategies to ensure survival, and such changes in a firm’s behaviors and actions consequently impact the
firm’s performance in the subsequent years. Because recessions adversely impact the availability of credit and
demand for products and services, it is to be expected that external shocks, such as extreme recessions, can
inhibit firms from securing and allocating resources. Extant literature on organizational slack shows that the
impact of similar strategies could be widely different between more constrained firms and less constrained
firms in terms of available resources as a buffer. In other words, firms with more slack may experience
different effects on a firm’s performance from their efforts of securing and allocating their resources than
would their counterparts with less slack.
We examined 2008–2010 as a recessionary period representing an external shock that provided a
quasiexperimental environment for this research. That is, given a sudden and adverse discontinuity in the
external environment that cut across all firms, did firms with different levels of organizational slack respond
differently and, consequently, experience different levels of the firm’s performance? Additionally, by focusing
on firms in emerging markets, our study investigated whether economic recessions in the United States have a
global impact beyond the domestic boundaries.

Literature Review
Our research scope emerged from the intertwining of two strands of research: (1) the research on external
shocks and their impact on firm behaviors, and (2) the research on organizational slack, which is a firm-level
variable that varies across firms. We briefly explore these strands of research in this paper.

External Shocks
A firm’s strategy is highly context specific, and the environment in which the firm is embedded has a
significant impact on its strategy and the consequent performance of the firm. From the viewpoint of
contingency theory, the environment is the factor that has a direct influence on strategy and performance
(Lawrence & Lorsch, 1967; Keller, 1994; Thompson, 2017). This idea of “environmental determinism” was
called the Bain-Mason (industrial organization) model that offered strategic management a strong rationale
for doing external analysis before formulating firm strategies, and that firm strategy mediates the relationship
between the environment and the firm’s performance (Porter, 1981; Venkatraman, 1989). Discontinuities are
critical moments for incumbent firms because they challenge firms to survive and adapt (Cozzolino &
Rothaermel, 2018). Especially when unexpected discontinuities in the external environment occur,
significantly different coping strategies are needed to deal with external shocks. Thus, one can expect changes
in strategic behaviors leading to consequent firm performance outcomes when external shocks do occur. As
sudden discontinuities often unexpectedly occur, at least uncertain in their timing, firms oftentimes resort to
developing coping mechanisms (Geroski & Gregg, 1997), such as disaster planning or building organizational
slack that can serve as buffers (Lado et al., 1992; Patel & Cooper, 2014). Economic recessions adversely lead to
forward-looking growth initiatives at the firm level (González-Pernía et al., 2018; Rusu & Roman, 2017; Le
Breton-Miller & Miller, 2015). Previous studies have shown that economic recessions can severely affect the
performance of individual firms, industries, and entire economic sectors (Domowitz et al., 1988; Gabisch &
Lorenz, 1987; Zarnowitz, 1985). Our study focused on changes in the firms’ behaviors as a result of external
shocks.

Organizational Slack
George (2005) defines slack resources as “potentially utilizable resources that can be diverted or redeployed
for the achievement of organizational goals” (p. 661). Studies proposed both positive and negative effects of
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slack (Vanacker et al., 2017); organizational slack buffers the firm from rapid changes in its external
environment (Bansal, 2003), enhances the firm’s capacity to adjust to shifts in consumer demand (Pfeffer &
Salancik, 1978), and leads to operational inefficiency (Singh, 1986; Latham & Braun, 2008). Some resourcebased view theorists argue that key organizational resources that are not easily replicated by competitors will
result in the firm’s success (Wernerfelt, 1984; 1995), while others suggest the allocation processes used by the
firm directly impact the firm’s performance (Teece, 2007; Wu, 2007). The logic simply is that excess (internal)
cash resources—which are usually viewed as easy to redeploy—benefit the firm’s performance, especially when
firms operate in economic contexts that have weak credit. Our current study splits the sample into either more
financially constrained firms or less financially constrained firms and examines whether a change in securing
and allocating resources (i.e., change in strategy) has a differential effect on the firm’s performance between
more financially constrained firms and less financially constrained firms.

Financial Constraints
The effect of financial constraints on fixed investment and employment decisions is well documented and
nontrivial. Problems of information asymmetry among management and financial institutions, transaction
costs, and agency conflicts may limit the firm’s ability to access capital markets, making them financially
constrained. Access to financial capital remains a major determinant for allocation of resources to growth
initiatives at the firm level (Beck & Demirgüç-Kunt, 2008). Financially constrained firms face higher costs of
borrowing from the capital markets as compared with the costs of internally generated funds, resulting in
subsequent negative effects on real activity for these firms (Fazzari et al., 1988; Caggese et al., 2018). This
wedge1 between the internal and external costs of funds can increase during periods of credit crisis, which
brings sharp reductions in lending by financial institutions. This is especially true in emerging markets and
markets where firms face poorer access to financial markets.2 Supporting this argument, Campello et al.
(2010) found that the credit crisis exacerbated the effect of financial frictions on firm behavior. In a survey of
1,050 Chief Financial Officers (CFOs) across the U.S., Europe, and Asia, Campello et al. (2010) showed that,
during the credit crisis of 2008, financially constrained firms experienced higher costs of financing and were
more likely to cut capital spending, exhaust internal cash reserves, sell assets to support the operational
needs, and cancel or postpone planned investments as compared to financially unconstrained firms.
The 2008 global crisis environment allowed the U.S. to contrast the effects of directional changes in strategic
decisions on the operating performance for firms that are more financially constrained with those that are less
financially constrained.

Firm Performance
Firm performance, an outcome measure of a firm’s behavior and actions, has been a subject of intense study
in the literature (O’Reilly & Pfeffer, 2000; Hess & Kazanjian, 2006; Thoenig & Waldman, 2007; Gottfredson &
Schaubert, 2008; Simons, 2008; Tappin & Cave, 2008; Spear, 2009). Among the many theories of a firm’s
performance explaining its determinants are the Bain-Mason industrial organization view (Porter, 1981),
resource-based view (Wernerfelt, 1984, 1995), and dynamic capabilities (Peteraf & Barney, 2003; EasterbySmith et al., 2009; Teece, 2007; Chinta & Culpan, 2014). In the literature on the resource-based view and
dynamic capabilities, many different factors are identified as impacting a firm’s performance.

Fazzari et al. (1988) define financial constraints in terms of a wedge between the firm’s cost of internal capital and its
cost of external capital.

1

2

Mizen and Tsoukas (2012) also note that information asymmetry is considerably high in Asian countries due to lower reporting
requirements.
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However, the reality is such that a firm’s performance is fraught with significant variance. Variance can come
from the endogenous strategies of firms based on a “resource-based view” of the firm and from exogenous
forces that impinge upon the firm with a significant interaction between endogenous and exogenous factors.
Our study aimed to explain empirically how an exogenous event affects a firm’s behavior and performance.
We have chosen to study the periods before and after the exogenous event and make inferences about the
effects of the event on the firm’s behavior and performance.

Research Model and Hypothesis Development
The environmental determinism strand of research suggests that external forces impact and shape firm
strategies, and organizational slack theories suggest that firms with little or no financial constraints can
withstand the adverse impacts of negative external forces that are recessionary in nature. Intertwining these
three strands of extant research, we present our research model.
Stemming from the Research Model above, the following two hypotheses are empirically tested in this study.
Hypothesis 1: When faced with external shocks, all firms change their strategic behaviors and
experience changes in the firm’s performance. That is, postrecession performance for all firms is
impacted by changes in strategic behaviors induced by the external shocks.
Hypothesis 2: When faced with external shocks, the impact of some strategic behaviors on the
firm’s performance would be different for firms with negative ROE/ROA compared with firms with
positive ROE/ROA before the U.S. recession.
Following prior studies examining the impact of the global crisis on international markets (Bliss et al., 2015;
González, 2016; Lins et al., 2013; Hahn et al., 2017), we used 2007 as the start year of the crisis and assigned
2007–2008 as the crisis period to capture the impact of the crisis. We determined 2001–2006 as the precrisis
period, 2007–2008 as the crisis period, and 2009 and 2010 as the postcrisis period.

Sample, Variables, and Measures
Sample
Our sample was composed of 5,887 firms from nine emerging stock markets: Brazil, China, Greece, India,
Malaysia, Portugal, South Africa, Sri Lanka, and Thailand. India had the greatest number of firms with 2,547,
and China followed with 1,446 (Table 1).
Table 1. List of Countries
Country
Brazil
China
Greece
India
Malaysia
Portugal
South Africa
Sri Lanka
Thailand
Total

No. of Firms
200
1,446
196
2,547
725
37
209
157
370
5,887
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The sample covered 2001–2010. Accounting variables were drawn from Compustat Global files. We followed
Frazzini and Pedersen (2014) and identified each firm to its country based on the location of the primary
exchange. We excluded financial firms (SIC code 6000-6999) as they carry debt and cash for regulatory
reasons. We also required that firms have positive assets, positive sales, and positive book equity. Finally, we
required that the firms appear in the sample for at least 1 year during 2001–2007 and at least 1 year during
2008–2010. The last requirement ensured that the firm existed before, during, and after the recent great
recession. Since R&D expenses (Compustat Global Item xrd) were missing in two-thirds of the firms’ years,
we set the missing values to zero to avoid losing many observations. Following standard practice with
international samples, we winsorized continuous variables at the top and bottom 1% within each country to
ensure that the results were not driven by data errors or illiquid stocks (Dittmar et al., 2003; Palkar, 2017).

Strategy Variables and Firm Performance Measures
We accounted for several strategy variables that are known to affect firm performance, such as sales, equity
capital, the ratio of working capital to sales, the ratio of capital expenditures to sales, leverage, the ratio of R&D
expenditures to sales, and the ratio of cash to total assets. Table 2 describes the variables along with their
abbreviated names used in the empirical analysis. Column 2 of Table 2 presents relevant prior studies that used
changes in these variables over time as measures of strategic behaviors that impact a firm’s performance. For the
sake of brevity, only a few representative prior studies are presented, although there is a long history of research
that established the relevance of these variables to explain firm strategies and performance.
Table 2. Research Variables Names and Descriptions
Variable Name (*)

Representative prior research studies that establish a change in this variable as a strategic
behavior with impact on a firm’s performance

Sales (sale)

While many studies use sales as a control variable, change in sales (contraction or expansion) can be
viewed as a strategic behavior (Evans, 1987; Hong et al., 2000; Uyar, 2009). Relative changes over
time are used as measures of strategic behavior in multivariate analyses of a firm’s performance.
Changes in capital structure (debt versus equity) of the business impact a firm’s performance
(Dewatripont & Tirole, 1994; Dalton et al., 2003; Margaritis & Psillaki, 2010; Almazari, 2012;
Chang et al., 2012). Over time, the shift has been toward ownership concentration for corporate
governance rather than absolute equity (Mandacı & Gumus, 2010).
As firms embrace more efficient working management methods, prior empirical research
documents the effect of changes in working capital on a firm’s performance that also extends to
international contexts (Aktas et al., 2015; Enqvist et al., 2014; Kieschnick et al., 2013; Ding et al.,
2013; Gill et al., 2010; Juan García-Teruel & Martinez-Solano, 2007; Deloof, 2003).
As the knowledge economy transforms a firm’s assets to become more intangible, changes in
investment intensity and a firm’s performance have been widely studied in various empirical
contexts. Examples include Cusumano, 2010; Cooper et al., 2008; Fama & French, 2006;
Eisenmann, 2006; Lamont, 1997; Severn & Laurence, 1974.
Like the parallel stream of research on equity and capital structure noted, considerable research
exists on the effect of changes in debt leverage on a firm’s performance. Examples include Abel,
2018; Cole et al., 2015; Joliet & Muller, 2013; and Penman et al., 2007.
The impact of changes in R&D expenses (more or less innovation) over time on a firm’s
performance is studied extensively and continues in its intensity as the nature of innovation is
shifting toward collaborative research. Examples include Bogers et al., 2016; Chinta & Culpan,
2014; House et al., 1994; Denicolai et al., 2014; Baden-Fuller & Haefliger, 2013; Hauser et al.,
2006; Grabowski et al., 2002; Morbey et al., 1990; and Nakao, 1993.
Prior studies, such as Kim et al. (1998), Opler et al. (1999), and Mikkelson & Partch (2003),
provide evidence that cash holdings enhance a firm’s value. More recently, Chang et al. (2017)
showed that cash is a valuable source of investment funding during periods of financial crisis,
especially for constrained firms.

Equity (seq)

Ratio of Wcap/Sale
(rect-ap)/sale)

Ratio of Capital
Expenditure/Sale
(capx/sale)
Ratio of
Leverage/Assets
(dlc+dltt)/at)
Ratio of R&D
Expenditure/Assets
(xrd/sale)

Ratio of Cash/Assets
(che/at)

*All variables are from Compustat Global. The terms in italics refer to the Compustat Global variable names.
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Our dependent variable was a firm’s performance because we were attempting to investigate the impact of
strategic behaviors on a firm’s performance. A firm’s performance can be measured using market-based
performance metrics and operational performance metrics. We employed accounting-based measures of a firm’s
performance instead of market-based measures, as suggested by Wintoki et al. (2012). They argued that the
relation between a firm’s strategic behaviors and market-based measures of a firm’s performance, such as stock
returns or Tobin’s Q, may be problematic because market-based measures proxy for growth opportunities, and
growth opportunities are a cause, rather than a consequence, of a firm’s strategic behaviors.
The primary operating performance measure (Carpenter, 2002) we used was return on assets (ROA), defined
as net income—income before extraordinary items (Compustat Global Item ib) minus preferred dividends
(Compustat Global Item dvp) plus deferred income taxes (Compustat Global Item txdi) divided by total assets
(Compustat Global Item at)—based on İmrohoroğlu and Tüzel (2014). In addition, we also used return on
equity (ROE) to ensure that our results were robust to alternative measures of performance. ROE is defined as
income before extraordinary items (Compustat Global Item ib) divided by shareholders’ equity (Compustat
Global Item seq).
Table 3 reports the descriptive statistics for the key firm-level variables for 2009 and 2010. The average
(median) firm size measured in sales in 2009 is $375.97 mil ($70.32 mil) for the sample of 5,887 firms from
the nine emerging markets. Between the two firm performance variables, ROE exhibits the higher variation as
seen in standard deviation in both 2009 and 2010. To avoid sample selection problems, we did not require a
balanced panel. That is, the number of firms differed each year, and we used all available observations in the
regression analysis.
Table 3. Descriptive Statistics
Variable Name
Panel A: 2009
ROA
ROE
Capx/Sale
Cash/Assets
Lev/Equity
Sale ($mil)
Equity ($mil)
WCap/Sale
R&D/Sale
Panel B: 2010
ROA
ROE
Capx/Sale
Cash/Assets
Lev/Equity
Sale ($mil)
Equity ($mil)
WCap/Sale
R&D/Sale

N

Mean

Median

Std Dev

5,875
5,887
5,887
5,887
5,887
5,887
5,887
5,887
5,887

0.0912
0.0656
0.1066
0.1265
0.8764
375.97
203.07
0.1862
0.0028

0.0863
0.0769
0.0415
0.0783
0.4844
70.32
45.74
0.0810
0.0000

0.0874
0.2176
0.2047
0.1393
1.2810
1115.11
593.70
0.9346
0.0161

5,877
5,887
5,887
5,887
5,887
5,887
5,887
5,887
5,887

0.0909
0.0661
0.1064
0.1255
0.8770
442.25
236.97
0.1893
0.0026

0.0853
0.0828
0.0442
0.0769
0.4722
84.29
54.58
0.0785
0.0000

0.0862
0.2294
0.2019
0.1382
1.2671
1239.96
667.82
0.9856
0.0156
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Empirical Results
Analytical Methodology
To investigate the relation between changes in strategic behaviors and operating firm performance, we
estimated our baseline model (1) to test Hypothesis 1 as follows:
Operating Performanceit+1 = α0 + α1*ΔSaleit + α2*ΔEquityit + α3*ΔWCap/Saleit + α4*ΔCapx/Saleit +
α5*ΔLev/Assetsit + α6*ΔR&D/Saleit + α7*ΔCash/Assetsit + εit
(1)
where Operating Performance is the firm’s operating performance measured by ROA or ROE in (postcrisis)
2009 and 2010. The strategy variables used in the study were sales (Sale), equity capital (Equity), working
capital scaled by sales (WCap/Sale), capital expenditure scaled by sales (Capx/Sale), leverage scaled by total
assets (Lev/Assets), research and expenditure scaled by sales (R&D/Sale), and cash scaled by total assets
(Cash/Assets). Δ refers to a directional dummy variable that has value of 1 if the change in the strategy
variable between the precrisis period of 2001–2006 and the crisis period of 2007–2008 was positive, and 0
otherwise. To control country effect on a firm’s performance, a country dummy was used for each country in
the sample.
To test Hypothesis 2, we estimated the separate regression models on negative ROA/ROE sample and positive
ROA/ROE sample. It is likely that firms experiencing negative ROA/ROE in the U.S. prerecession period
would respond differently in strategies faced with external shocks, such as recession, maybe because they have
much fewer resources to use to make changes in strategies than firms experiencing positive ROA/ROE in the
U.S. prerecession period.

Correlations
Table 4 reports the bivariate correlations between dependent variables (firm performance measures, ROA,
and ROE) and independent variables (directional change in strategies). The results show that five
independent variables are consistently and statistically significantly correlated with dependent variables.
Increases in sales, equity capital, cash, and R&D expenditure during the crisis period are positively related to
the firm’s performance in the subsequent years, and an increase in debt financing during the crisis period is
negatively related to the firm’s performance in the subsequent years.
Table 4. Correlation Matrix
2009
Variable

ROA

2010
ROE

ROA

ROE

ΔSALE

0.2979

0.1758

0.2601

0.1508

ΔEquity

0.2376

0.1881

0.1962

0.1266

ΔWCap/SALE

0.0354

0.0176

0.0261

0.0104

ΔCapx/SALE

0.0659

0.0471

0.0370

-0.0070

ΔLev/Equity

-0.0415

-0.0770

-0.0397

-0.0768

ΔR&D/SALE

0.0856

0.0433

0.0613

0.0029

ΔCash/Assets

0.0830

0.0811

0.0610

0.0565
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Full Sample Results
Table 5 reports the firm’s performance regression results using the full sample. The results from the
multivariate analysis are consistent with those from bivariate correlational analysis in the correlation matrix
in Table 4. The t-statistics in all regressions are computed from the heteroscedasticity-consistent standard
errors of White (1980).
Regardless of the firm’s performance measures used (ROA or ROE) and year (2009 or 2010), increases in
sales, equity capital, R&D, and cash during the great recession significantly and positively affected the firm’s
performance in the subsequent years (except R&D on ROE in 2010), and increase in debt financing (leverage)
significantly and negatively affected a firm’s performance in the subsequent years. An increase in working
capital showed a positive effect on a firm’s performance, but it is statistically significant for ROA of 2009 only.
An increase in capital expenditures did not show a consistent effect on a firm’s performance, but when it had a
statistically significant effect on a firm’s performance, it showed a positive effect (ROA of 2009).
Overall, the results of Table 5 render support to Hypothesis 1 that the U.S. postrecession operating
performance for all firms in emerging markets was affected by changes in strategic behaviors induced by
macroeconomic shocks.
Table 5. Regression Results of Full Sample
2009
Variable
Intercept
t-value
ΔSALE
t-value
ΔEquity
t-value
ΔWCap/SALE
t-value
ΔCapx/SALE
t-value
ΔLev/Equity
t-value
ΔR&D/SALE
t-value
ΔCash/Assets

2010

ROA
0.0275***
4.71
0.0622***
18.76
0.0282***
8.63
0.0041*
1.93
0.0038*
1.79
-0.0092***
-4.25
0.0138***
4.12
0.0090***

ROE
-0.0923***
-4.56
0.0763***
7.80
0.0703***
6.04
0.0059
1.06
0.0073
1.40
-0.0315***
-5.72
0.0187**
2.16
0.0234***

ROA
0.0522***
8.53
0.0543***
15.71
0.0205***
6.11
0.0016
0.75
0.0004
0.22
-0.0091***
-4.19
0.0100***
3.00
0.0056***

ROE
-0.0223
-1.01
0.0728***
7.33
0.0364***
3.50
0.0033
0.55
-0.0091
-1.56
-0.0305***
-5.16
0.0062
0.67
0.0160***

t-value

4.21

4.18

2.60

2.81

Adj R2

0.1528

0.0680

0.1250

0.0594

Obs

5,875

5,887

5,877

5,887

Yes

Yes

Yes

Yes

Country Dummies

Notes. The t-value is t-statistic computed from the heteroscedasticity-consistent standard errors.
*, **, *** indicate significance at the 10%, 5%, and 1% levels, respectively.
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Regression Results of the Negative ROE and ROA Sample
While results for the full sample in Table 5 captured the variation across all the firms, we explored the
variation for the subsamples (i.e., the negative ROE/ROA subsample, i.e., financially constrained firms) and
the positive ROE/ROA subsample (i.e., financially unconstrained firms) to see whether and how the
important set of strategy variables are different between the two subsamples.
Table 6 shows results for the negative ROE/ROA subsample. In comparison to the results of the full sample in
Table 5, both signs and statistical significance of coefficients of independent variables were starkly different:
First, there was no independent variable that showed statistical significance in a consistent manner. This may
mean that the firms experiencing negative ROE/ROA before the recession either did not make much change
in their strategies during the recession or the firm’s performance after the recession was not big enough in
response to changes in strategies. Perhaps firms experiencing negative ROE/ROA were constrained in
resources to use to make changes in strategies unlike the firms experiencing positive ROE/ROA, which
supposedly would have more resources to deploy to make changes in strategies in response to recession.
Second, only increases in leverage and capital expenditure during the recession had a consistent negative
effect on the firm’s performance, although increase in leverage was statistically significant for ROE only and
increase in capital expenditure was not statistically significant at all. All other independent variables,
increases in sales, equity capital, working capital, R&D, and cash, showed different signs and statistical
significance of coefficients.
Table 6. Regression Results of Sample Experiencing Negative ROA and ROE
2009
Variable
Intercept
t-value
ΔSALE
t-value
ΔEquity
t-value
ΔWCap/SALE
t-value
ΔCapx/SALE
t-value
ΔLev/Equity
t-value
ΔR&D/SALE
t-value
ΔCash/Assets
t-value
Adj R2
Obs
Country Dummies

2010

ROA
-0.0805***
-7.86
0.0009
0.21
0.0109**
2.32
-0.0002
-0.06
-0.0039

ROE
-0.3400***
-5.56
-0.0215
-1.03
0.0885***
3.72
-0.0087
-0.43
-0.0080

ROA
-0.0640***
-5.07
-0.0001
-0.02
-0.0056
-1.18
0.0006
0.13
-0.0069

ROE
-0.1972***
-2.62
0.0177
0.75
-0.0238
-0.97
0.0084
0.35
-0.0342

-0.88
-0.0021

-0.42
-0.0795***

-1.45
-0.0073

-1.45
-0.0628***

-0.45
-0.0213**

-4.06
-0.0094

-1.49
-0.0156*

-2.77
0.0102

-2.36
0.0049

-0.34
0.0313

-1.83
-0.0016

0.32
0.0330

1.15
0.1091

1.54
0.0863

-0.34
0.1179

1.42
0.0609

603
Yes

1,033
Yes

598
Yes

1,033
Yes

Notes. The t-value is t-statistic computed from the heteroscedasticity-consistent standard errors.
*, **, *** indicate significance at the 10%, 5%, and 1% levels, respectively.
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Regression Results of the Positive ROE and ROI Sample
Results on the positive ROE/ROI subsample are given in Table 7. The most striking finding was that the signs
of four independent variables exhibited the same signs as those in the full sample results: Increases in sales,
working capital, R&D, and cash positively affected a firm’s performance in the U.S. postrecession years
although the statistical significance of working capital and cash was limited. In contrast, increases in equity
capital, capital expenditures, and leverage affected a firm’s performance in an inconsistent manner: Increase
in equity capital during recession affected ROA positively but ROE negatively in the U.S. postrecession years.
Increase in capital expenditure had a positive impact on a firm’s performance, except for ROE in 2010.
Increase in leverage had a statistically significant negative impact on a firm’s performance, except for ROE in
2010.
Table 7. Regression Results of Sample Experiencing Positive ROA and ROE
Variable
Intercept
t-value
ΔSALE
t-value
ΔEquity
t-value
ΔWCap/SALE
t-value
ΔCapx/SALE
t-value
ΔLev/Equity
t-value
ΔR&D/SALE
t-value
ΔCash/Assets

2009

2010

ROA
0.0756***
15.01
0.0445***
15.03
0.0150***
5.21
0.0040**
2.05
0.0037*
1.89
-0.0110***
-5.63
0.0159***
5.57
0.0042**

ROE
0.0975***
11.95
0.0444***
7.31
-0.0140**
-2.02
0.0037
1.10
0.0081**
2.51
-0.0065**
-2.00
0.0218***
4.00
0.0047

ROA
0.0912***
17.10
0.0389***
12.23
0.0106***
3.47
0.0032*
1.65
0.0003
0.16
-0.0078***
-4.04
0.0132***
4.76
0.0027

ROE
0.1228***
13.71
0.0376***
6.31
-0.0134**
-2.03
0.0041
1.26
-0.0005
-0.17
0.0015
0.48
0.0126***
2.73
0.0049

t-value

2.19

1.43

1.42

1.52

Adj R2

0.1229

0.0643

0.1126

0.0542

Obs

5,272

4,854

5,279

4,934

Yes

Yes

Yes

Yes

Country Dummies

Notes. The t-value is t-statistic computed from the heteroscedasticity-consistent standard errors.
*, **, *** indicate significance at the 10%, 5%, and 1% levels, respectively.

Discussion—Implications and Limitations
We link our results to extant literature and then discuss the implications and limitations of our findings. Our
study investigated the relation among the economic recession in the U.S., the consequent changes in a firm’s
behaviors in emerging markets, and a firm’s performance. While Hypothesis 1 (that a firm’s behaviors and
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performance are impacted by external economic shocks) and Hypothesis 2 (that the changes in a firm’s
behaviors and performance vary with the level of organizational slack) were supported, what was more
revealing was the specific nature of strategic behaviors.

Links to Existing Literature
Our results were in accordance with studies in strategic management that find that a firm’s behaviors are
directly linked to their firm’s performance (Hayward & Hambrick, 1997; Sanders & Hambrick, 2007; To et al.,
2018). Also, our results complemented extant literature, which found that the environmental context drove a
firm’s behaviors and performance, such as effects of external constraints (Hvide, 2002; Sanders & Hambrick,
2007; Wiseman and Gomez-Mejia, 1998); intense competitive rivalry (e.g., Boyd & De Nicolo, 2005);
regulation, economic opportunities, and timing (Lehman & Hahn, 2013; Zou et al., 2014), and whether the
decision domain involved financial concerns (Blais & Weber, 2006; Figner & Murphy, 2011). Our study
offered several theoretical advancements to the well-established “environmental determinism” theory in
strategic management by providing empirical support for the effects of distant economic recessions across the
globe.
Besides strengthening themes in existing research, our findings provided guidance for practical and
differentiated responses for resource-constrained and resource-unconstrained firms when faced with external
shocks resulting in a hostile external environment.

Implications
While we studied firms in emerging markets, we cannot claim that our results are generalizable across the
globe. It can be expected that firms in different geographic realms or in different developing stages would
exhibit different behaviors (Porter, 1990; Bakan & Doğan, 2012). Hence, additional research should
investigate the responses of firms in Europe, Latin America, and Africa or in different developing stages when
faced with external shocks.
Our research provided unique perspectives and insights for managerial decision making in firms with and
without resource constraints when facing economic recessions. Specifically, when faced with economic
recession, all firms may respond with a similar set of changes in strategic variables. However, the impact of
changes in strategic variables on a firm’s performance could be different. In emerging markets where access to
capital through financial institutions is limited, resource-constrained firms with minimum or no slack would
have difficulty in making changes in strategic variables. In contrast, resource-unconstrained firms with slack
would be able to make changes in strategic variables more easily.
The implications of our results for policy makers were also poignant. That R&D expenditures are cut back in
times of economic recessions is well known, but our results showed that resource-constrained firms’ postcrisis
performances were more adversely impacted from the increase in R&D during the crisis period. This indicated
that policy makers need to find a way to provide governmental support for R&D (e.g., 150% of R&D expense
as tax deductible), especially to resource-constrained firms in times of economic recessions.

Limitations
Although we exercised care in designing our study, it is not without limitations. First, while we primarily
tested the impact of resource constraints on a firm’s performance based on a resource-based view, recent
studies (Bhandari et al., 2020; Weaven et al., 2021) suggest that while the available resources are important,
other factors can significantly affect the firm’s performance as well. For example, Bhandari et al. (2020) found
that the attention of CEOs significantly affects the impact of exploring and exploiting resources on a firm’s
performance. This indicates that not only the available resources but also how CEOs allocate those recourses
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in various activities determine the firm’s performance in subsequent periods. But the current study did not
include the attention of CEOs in the empirical model and, therefore, is silent about its significance in
explaining variation in a firm’s performance. The second limitation relates to the measurement of the
variables used: a firm’s performance measure and how firms are categorized into constrained and
unconstrained groups. While a firm’s performance measure has been debated extensively among researchers,
Alvarez et al. (2020) recently succinctly explained why a better measure of firm performance should be
developed. They especially recognized the incompatibility of accounting-based performance measures, such as
ROA/ROE, in management research. Because the current study used ROA/ROE as a firm’s performance
measure, the same criticism can be imposed. Another measurement issue pertains to resource constraint.
Since the degree of resource constraint a firm faces is not directly observable, we used whether firms had a
positive or negative ROA/ROE in the U.S. prerecession period to split the firms into constrained and
unconstrained groups. However, it is possible that different measures of resource constraints may be more
suitable for different countries. Third, as noted, our results may not be consistent in the other regions or in the
countries at different stages of development. Therefore, additional research is needed to investigate if these
results hold for firms in Europe, Latin America, and Africa or in developed countries. Fourth, the independent
variables we used in this study were based on financial statements. However, there are more strategy variables
not covered in financial statements, such as organizational structure, marketing campaigns, product mix, etc.
Future studies filling the gap in these limitations may yield more generalizable results.

Conclusion
Faced with external shocks, such as significant setbacks in the economic system, firms in different regions or
in different stages of development are forced to react by changing their stance in the set of strategies,
inevitably affecting the subsequent period of a firm’s performance. Perhaps more importantly, resourceconstrained firms may not have the resources to make changes in strategy variables compared with those that
are resource unconstrained. This means that for resource-constrained firms, there may not be many strategy
variables affecting a firm’s performance in the years after the crisis due to the low variation in strategy
variables. While there are many strategy variables that can be used to explain a firm’s performance, the
strategy variables captured in the financial statements are the easiest ones to get.
Our study investigated whether firms from emerging markets, when faced with the economic shock generated
by the economic recession of 2007–2008, changed their strategy variables and experienced better firm
performance due to the changes in the postcrisis period. We found that while increase in sales, equity capital,
R&D, and cash tended to generate better firm performance in the postcrisis period, increase in debt tended to
generate worse firm performance in the postcrisis period. Additional results showed that the change in
significant variables’ impact on the subsequent period of a firm’s performance is much stronger for resourceunconstrained firms. We interpreted this latter result as indicating that resource-unconstrained firms would
have more slack resources necessary to make changes in strategy variables even in the crisis period and,
hence, the impact of change in strategy variables on a firm’s performance in the postcrisis period would be
more for them.
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